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WICHITA

Department of Finance
Controller's Office

City Hall — Twelfth Floor
455 North Main
Wichita, Kansas 67202

April 23, 2003

The Honorable Mayor, City Council and City Manager
City of Wichita, Kansas

Dear Mayor, Council and Manager:

The Comprehensive Annual Financial Report of the City of Wichita for the year ended December 31, 2003, is
hereby submitted. Responsibility for both the accuracy of the data, and the completeness and fairness of the
presentation, including all disclosures, rests with the City. To the best of our knowledge and belief, the enclosed
data is accurate in all material respects and is reported in a manner designed to present fairly the financial
position and results of operations of the various funds of the City and its component units. All disclosures
necessary to enable the reader to gain an understanding of the City's financial activities have been included.

Management is responsible for establishing and maintaining an internal control structure designed to ensure that
assets of the City are protected from loss, theft or misuse and to ensure that adequate accounting data is
compiled to allow for the preparation of financial statements in conformity with generally accepted accounting
principles. The internal control structure is designed to provide reasonable, but not absolute, assurance that these
objectives are met. The concept of reasonable assurance recognizes that the cost of a control should not exceed
the benefits likely to be derived and the valuation of costs and benefits requires estimates and judgments by
management.

Kansas Statutes require an annual audit of all funds of the City by independent certified public accountants. The
goal of the independent audit was to provide reasonable assurance that the financial statements for the fiscal year
ended December 31, 2003 are free of material misstatement. The firm of Allen, Gibbs & Houlik L.C. has included
their opinions in the report. The independent auditor concluded that there was a reasonable basis for rendering
an unqualified opinion that the statements are presented in conformity with Generally Accepted Accounting
Principals (GAAP).

In addition to meeting the requirements set forth in State Statutes, the audit was also designed to meet the
requirements of OMB Circular A-133. The auditors’ reports related specifically to the single audit are included in
the Single Audit Section. Information related to this single audit, including the schedule of expenditures from



federal awards, findings and recommendations, and auditors' reports on the internal control structure and
compliance with applicable laws and regulations, are included in the single audit section of this report. The audit
for the year ended December 31, 2003, disclosed no reportable conditions, material weaknesses or material
violations of laws and regulations.

Generally accepted accounting principals (GAAP) require that management provide a narrative introduction,
overview and analysis to accompany the basic financial statements in the form of Management's Discussion and
Analysis (MD&A). The letter of transmittal is designed to complement MD&A and should be read in conjunction
with it. The MD&A can be found immediately following the report of the independent auditors.

THE REPORTING ENTITY AND ITS SERVICES

The City of Wichita is the largest city in Kansas, population 346,505, and is the county seat of Sedgwick County.
The City is located in south central Kansas, 161 miles southeast of the nation's geographic center and 124 miles
from the North American geodetic center. The City's incorporated area is 152 square miles.

In 1917, the City became one of the first municipalities in the United States to adopt the Commission-Manager
(also known as the Council-Manager) form of government. In 1987, the form of government was modified to a
Council-Manager form with City Council members nominated by district and elected at large. One member of
the Council was appointed annually to serve as Mayor. In 1989, the form of government was again modified to
a Mayor-Council-Manager form with a Mayor elected at large and other City Council members elected by
district. The City Council was expanded from five to seven members, including the Mayor. The City Manager is
appointed by the City Council and is responsible to them for the management of all City employees and
administration of all City affairs.

The City of Wichita and its component units provide a full range of municipal services, including police and fire
protection, parks and recreation programs, libraries, art museum, public housing, public health and social
services, infrastructure improvements, bus transportation, airports, water and sewer utilities, planning and
zoning, cemetery maintenance, internal support services, and general administration.

The budget process is a marketplace where past practices, present needs and future strategic objectives from
all departments are brought together. The City of Wichita actually produces three operating budgets: 1)
revising of the current year budget; 2) proposing and adopting a budget for the next year, which will become the
Adopted Budget upon Council approval; and 3) projecting a budget for the year following, which becomes the
basis for the proposed budget next year. Each year the departments are required to submit requests for
appropriation by April to the Budget Office in the Department of Finance.

The Finance staff reviews the requests and prepares a budget analysis and recommendations to the City
Manager. Department directors present their requests directly to the City Manager and respond to
recommendations of the Finance Department. The City Manager reviews the budget requests and
recommendations to develop a proposed budget, presenting a recommended budget to the City Council for
review in July. In past years including fiscal year 2003, the department requests and recommendations of the
Finance staff were presented to a budget review committe consisting of senior staff selected by the City
Manager. The budget review committee made recommendations to the City Manager prior to developing the
proposed budget and making recommendations to the City Council.

Beginning in 2004 and the development of the 2005 budget, department directors are presenting an overview to
the City Council so the City Council may be better informed in its direction to the City Manager and Finance
staff concerning priorities and desired objectives of the budget. The City Manager reviews the budget requests
and recommendations to develop a proposed budget, presenting a recommended budget to the City Council for
review in July. The council is required to hold public hearings on the proposed budget and to adopt a final
budget by no later than August 25.

The level of budgetary control (that is, the level at which expenditures cannot legally exceed the appropriated



amount) is established at an individual fund level, but is monitored by function and activity within an individual
fund. The government also maintains an encumbrance accounting system as one technique of accomplishing
budgetary control. Unencumbered appropriations lapse at year-end, however, lawful encumbrances are
reappropriated as part of the following year's budget. As demonstrated by statements and schedules included in
the financial section of this report, the City continues to meet its responsibility for sound financial management.
Budget-to-actual comparisons are provided in this report for each individual governmental fund for which an
appropriated annual budget has been adopted. For the general fund, the comparison is presented on page A-23
as part of the basic financial statements, as well as a more detailed presentation beginning on page B-16. For
governmental funds, other than the general fund with appropriated annual budgets, the comparison is presented
in the governmental fund subsection of this report which starts on B-1.

ECONOMIC ANALYSIS AND FORECAST!

Wichita did not enter the latest recession as soon as the national economy, and it will not see recovery as fast
as the national economy either. The unemployment rate rose in 2003 to 7.1 percent, above 6.3 percent in 2002.
The Wichita State University Center for Economic Development and Business Research (CEDBR) projects
additional job losses in 2004 and sustainable economic recovery in the Wichita area beginning in late 2004 or
early 2005. The recovery is likely to be long and slow. Locally, signs of recovery are visible in robust levels of
housing sales, rising consumer expectations and new employers entering the market.

The Grubb & Ellis/WSU Index of Consumer Expectations has improved significantly since bottoming out in
February 2003. Consumers are generally positive about their own personal finances, but continue to worry
about overall economic conditions. The major concerns are expectations of rising prices, rising interest rates
and continued employment. Consumer expectations are not projected to demonstrate a sustained positive trend
until the Wichita economy begins creating jobs in significant numbers.

Though the economy appears to be gaining momentum, that is not translating into hiring. Across industries, the
double impact of moving production overseas and sustained productivity increases has held down hiring.
Despite signs of economic recovery, job losses in Wichita persist.

The continued weakness in the labor market is the major drag on Wichita’s economic growth. It has been 20
years since Wichita has experienced two consecutive years of net job losses. During 1982 and 1983 Wichita
lost nearly 17,000 jobs. Job losses in the 24 months ending December 31, 2003 total 15,400. The additional
job losses expected in 2004 make this Wichita’s longest labor market downturn in 30 years.

Manufacturing

Manufacturing accounted for 20.7 percent of all jobs in the Wichita MSA in 2003, compared with 23.9 percent of
all jobs in 2002. Payroll earnings for the industry totaled $3.153 billion in 2003 with an average earnings per job
of $49,228. The sharp decrease in orders for new airplanes, as a result of both a slowing economy and 9/11,
lead to layoffs and furloughs in the manufacturing sector dominated by aircraft production. Production levels of
both commerecial aircraft and general aviation products in Wichita continued to decline in 2003. Boeing reported
aircraft deliveries declined 26 percent in 2003 compared to 2002 and Wichtia's three general aviation
manufacturers, Cessna Aircraft Company, Bombardier Learject Inc. and Raytheon Aircraft Company combined,
reported a decrease of 10.6 percent in deliveries over 2002.

Despite the current difficulties, there are positive signs for the aircraft industry. All of Wichita’s aircraft
manufacturers continue to aggressively pursue development of new airplane products and related service.
Boeing's most recent forecast calls for continued growth in airline travel over the next 20 years, in spite of the
“extreme cycle” triggered by 9/11. The Kansas Legislature approved a bill that will allow the state to provide

' The economic analysis has been provided by the Center for Economic Development and Business Research,
Wichita State University.



Boing Wichita up to $500 million in bonds for its bid to work on the company’s newest jetliner, the 7E7. The 7E7
work could create 4,000 jobs at the company’s Wichita plant.

Thayer Aerpspace was awarded a multi-year contract by Gulfstream with a potential value of more than $250
million. Product Manufacturing Corp., an aerospace subcontractor, is planning to double its building size and
add about 20 employees to its staff during the next several years.

Manufacturing lob losses outside aviation were also occurring in 2003. Tweco Producs Inc. was bought by
Thermdyne Holding Corp., which plans to close the Wichita facility, affecting more than 160 employees in
Wichita. However, like in the aviation sector, there is good news as well. Premier Blending, a formulator and
manufacturer of dry blended foods, will expand its Wichita plant having acquired the mixing business of Cereal
Food Processors in another location.

Though it appears the worst of the layoffs are over, additional job losses are expected in 2004 among the
aircraft manufacturers and their suppliers. Total employment in the manufacturing sector is expected to
decrease by 3.4 percent for a net loss of 2,000 in 2004.

Retail Trade

Taxable retail sales totaled $6.658 billion in the Wichita metropolitan statistical area (MSA) in 2003. Retail sales
decreased by about $80.8 million or 1.2 percent in 2003 compared to 2002. The State increased its sales tax
rate from 4.9 percent to 5.3 percent effective July 1, 2002 netting an overall increase in 2003 in state tax
collections. Locally however, the sales tax rate did not increase and the reduction in sales translated into a
reduction in local revenue.

Notwithstanding the tough sales environment, national and local retailers continue to enter and expand in the
Wichita market including Colorado-based Ultimate Electronics, Window World Inc., and GameStop. Walgreen
Drug Store is constructing its 15th Wichita location. Shakeouts among retailers of all sizes continue in 2004,
with larger retailers possibly more able to sustain continued lack of growth in revenues than smaller retailers.

The decline in total sales mask some underlying trends in the retail market; specifically auto sales in 2003 were
up $36.5 million or 4.2 percent compared to 2002. Non-auto sales declined 2 percent or $117.3 million in 2003
for an overall decline in retail sales of 1.2 percent.

The outlook for retail sales in 2004 is for flat to modest growth at best. Consumer confidence is rising and
interest rates and prices remain low. Consumer disposable income has improved with federal tax cuts and
cash-outs from mortgage refinancing. Wichita’'s weak labor market continues to dampen local consumer
spending.

Construction and Housing

The construction industry accounts for 5.4 percent of all wage and salary employment in the Wichita MSA in 2003
compared to 5.6 percent in 2002. Employment in the industry peaked at 14,800 employees in the Wichita MSA in
2003. Total payroll for the industry was $463.4 million with an average earnings per job of $32,344.

Despite some job losses, the construction industry is one of the few economic engines that demonstated signs of
growth over the past year. Buoyed by historically low interest rates, the values of inflation-adjusted new residential
construction permits increased 4.6 percent in 2003 and the value of inflation-adjusted new non-residential
construction permits increased 2.8 percent. Public construction has provided significant support in recent years.
The value of permits for additions, remodels and repairs increased 42.6 percent in 2003, largely as a result of the
school district’s five-year, $284.5 million bond building program which began in 2001.

The rate of new construction activity is slowing. Additionally, with the five-year school construction period nearly
over, and no other large public construction projects in the immediate future, the construction industry may face
challenges in the near term. The CEDBR is forecasting construction employment to decline by 2.1 percent in 2004
for a net job loss of 300 jobs.



New and existing home sales continued at a brisk pace in 2003, up 5 percent from 2002. Housing’'s boom has
been unexpected but welcome, given the weakness in other sectors of the economy. However, even with low
mortgage rates, refinancing activity has slowed as interest rates have inched up from record-setting lows. The
impact of the spent-up demand has started to take hold.

Leisure, Hospitality and Tourism

Most people do not think of Wichita as a major tourist destination. Yet, an estimated 3.4 million visitors came to
the area in 2003 spending $355.7 million. Most of Wichita’s visitors are regional tourists traveling less than 200
miles. However, Wichita does host national events bringing visitiors from across the nation. The 2004 Women'’s
International Bowling Congress has more than 42,000 registered bowlers and the 2001 American Bowling
Congress men’s tournament is expected to attract 150,000 visitors.

The Wichita area is continuously improving its cultural and recreational attractions. The Wichita Art Museum
reopened in June 2003, after a two-year $10.5 million expansion and renovation. The Sedgwick County Zoo is
expanding its exhibits and the Greater Wichita YMCA is building its 7th branch. Special ethnic, sports and holiday
events take place year-round, culminating in the area-wide nine-day River Festival in May. In the fall 2003, the city
hosted the second annual two-day Aviation Festival.

The restaurant sector, like the retail sector, had both success and losses in 2003 and early 2004. Spaghetti Works
closed in January 2004 and its four-story building in downtown Wichita is for sale. Amarillo Mesquite Grill Inc.
closed its west Wichita location while Starbucks Coffee Co. expanded, opening its fourth location in January 2004
and the fifth scheduled to open soon. Toronto-based Mega Wraps has opened two restaurants in the Wichita
area, and Chipolte Mexican Grill opened its second location in early 2004. The Fox and Hound Smokehouse &
Tavern, owned by Wichita-based Total Entertainment Restaurant Corp, opened in March of 2004. The Wichita-
based Lone Star Steakhouse & Saloon Inc. announced plans to purchase the Texas Land & Cattle Steak House
chain.

Following the national slowdown in travel, the hotel occupancy rate in Wichita rebounded in 2003 to 63.8 percent,
an increase of 3.9 percent compared to 2002.

Professional and Services

One significant source of employment growth for the professional and business services sector during the 1990s
was the outsourcing of non-production jobs by the aircraft manufacturing sector, achieving employment growth
even during the 1991 recession. A steady growth was not repeated during the current economic downturn. The
professional and business services sector has been flat or declining in employment, with only limited oursourcing
of jobs coming from the manufacturing sector to offset the impact of an overall stagnant economy. Without
oursourcing to provide a steady influx of jobs, much of the professional and business services sector is now
dependant on the health of the overall economy for its growth.

In 2004, professional and business services are forecasted to increase by 150 jobs or 0.6 percent as the local
economy starts to experience some economic improvement.

Transportation

Wichita Mid-Continent Airport, the largest airport in Kansas, is a combination commercial air carrier and general
aviation complex, providing accomodations for all aircraft. The number of airline passengers through Wichita’s
airport during 2003 totaled 1.4 million (inbound and outbound), up 6.9 percent from 2002. Low-cost carriers
AirTran eastbound, Frontier JetExpress westbound, and Allegiant Air to Las Vegas have boosted Mid-Continent
traffic. Frontier JetExpress recently exited the market and a westbound low-cost replacement is being sought.
Utilities

In July, the Kansas Corporation Commission approved a restructuring plan for Westar Energy Inc., the state’s
largest electric utility serving about 640,000 customers. Terms of the restructuring included reducing the
company’s debt and returning the company to a pure electric utility. The company completed a divestiture of its



Protection One Europe security operations and reduced its share in Oneok Inc., a natural gas utility.

In August 2003, the Kansas Corporation Commission approved a rate increase for Oneok Inc.’s Overland Park-
based Kansas Gas Service Co. that provides natural gas service to Wichita and Sedgwick County. As part of the
agreement, the Kansas Gas Service Co agreed not to seek another rate increase before May 2006.

With business and revenues growing, the transportation, warehousing and utilities sectors combined are expected
to add 150 jobs or increase by two percent in 2004.

Education and Welfare
Wichita is home to a number of new specialty for-profit hospitals, which either opened or started construction in
the past year.
= The Kansas Spine Hospital opened in December 2003.
= Medical Development Solutions has signed a real estate purchase agreement for land to build an ambulatory
surgical center in the Wilson Estates Medical Park.
= Mid-America Sports Medicine and Orthopedic Clinic has announced that it will build an office at Wilson Estates
Medical Park.

Changes are also underway at the area’s full-service hospitals.

= Via Christi Regional Medical Center announced plans to close its Riverside campus’ 22-bed skilled nursing
unit. The closure of the nursing unit will mean the elimination of 12 jobs.

= Via Christi Regional Medical Center-St., Joseph closed its 20-bed skilled nursing unit in June 2003.

= Construction of a $70 million critical care tower at Wesley Medical Center was months ahead of schedule and
opened in January 2004.

With continued grown in demand and despite strugges to make a profit, employment is expected to grow by 500
jobs or 1.3 percent in the health sector during 2004. Employment would likely increase more if skilled labor were
available to hire.

CITY BUSINESS AND FINANCIAL PLAN

Business Plan

The City's budget outlines a plan for the provision of programs and services. The downturn in the local economy
and losses in State financial aid has reduced general revenues and forced some retrenchment in planned
enhancements in some services.

Nevertheless, even in the face of lower revenues, the City has proceeded with priority elements of its business
plan, including:

e Two new Police beats with community policing components in each beat are being added to address law
enforcement service needs in a geographically larger city.

o Six fire stations were constructed, relocating fire personnel and apparatus within the community to meet
changing needs for emergency fire and medical response services with an additional five stations
planned in future years.

o  Operating budgets were provided for the two new regional branch libraries that consolidate and improve
library services in the northern and southern areas of Wichita.

e  Construction of a major expansion of the Wichita Art Museum was completed for opening in June 2003.

o Efforts are continuing to expand both the water and sanitary sewer system capacities to meet projected
needs over the next fifty years, including expansion of the water supply and completion of treatment
facility construction.

o  Major freeway construction continues and is underway concurrently on east and west segments of US-54
highway that bisects Wichita, as well as continued planning for elevation of rail trackage that run north-
south through the city.
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o Efforts are continuing to expand both the water and sanitary sewer system capacities to meet projected
needs over the next fifty years, including expansion of the water supply and completion of treatment
facility construction.

o  Major freeway construction continues and is underway concurrently on east and west segments of US-54
highway that bisects Wichita, as well as continued planning for elevation of rail trackage that run north-
south through the city.

o Enhancement of the City's technology services is continuing with extension of a wide-area network
connecting all major City facilities and installation of a new computer system serving Police and Court
functions was completed.

e Investment in parks, athletic complexes and the arts programs continues to ensure ample leisure
opportunites.

Long-Term Financial Planning

The City takes prudent actions to manage its finances long-term. With the knowledge that an economic downturn
was likely, the City took action to lower costs beginning in fiscal 2001, so that cash reserves were increased as a
cushion against expected losses in 2002 and 2003. This positive change in cash reserve has allowed continuation
of essential services with no tax increase during a period of revenue shortfall. As a result, the 2004 budget did not
require a mill levy increase, though actual levies fluctuated slightly with changes in assessed valuation.

The City routinely prepares a five-year financial plan as a preliminary to the annual budget process. The City then
issues a two-year operating budget to identify trends that may extend beyond the statutorially mandated one-year
budget. Additionally, the City prepares a ten-year capital budget and plan to better allow for the extended
timeframe required for completion of capital projects, including coordination with grant and other funding
requirements.

Of particular note, in 2002 the City undertook to change the structure of debt financing of two components of its
capital programs. In light of the long-term capital requirements of the Water and Sewer utilities and a fifty year
useful life of infrastructure investments for water supply and sewage treatment, the City undertook some limited
twenty-five year debt financing to introduce more intergenerational equity and lower projected rate increases on
the near term. This was a modest departure from past practice of twenty-year utility debt financing. The 2003
Water and Sewer Revenue bond issue reflects the longer debt structure. A similar analysis on the financing of
freeway construction from a dedicated local sales tax resulted in extending debt term from ten to fifteen years so
that more freeway construction could proceed earlier and capturing grant funding support. The 2003 bond issue
also reflects the extended debt structure.

Cash Management

Under a comprehensive, written investment policy, the City continues to manage a pooled funds investment
program for all cash not otherwise restricted. The banking services agreement for maintenance of the City's
checking account is with Commerce Bank. The agreement allows for a perfected automatic repurchase
agreement for the City’s overnight cash in its checking account, at a rate equal to the preceding day’s federal
funds rate. The program allows the City to invest its cash in secured investments for larger amounts, for longer
terms, with fewer total investment transactions and for generally higher yields on City investments.

The City’s pooled investments, with an amortized cost of $287,413,434 had a market value of $287,955,618 at
December 31, 2003. The weighted average maturity of the portfolio was 200 days. The weighted average yield to
maturity of 1.749 percent for the pooled investment portfolio compares favorably with the benchmark 91-day
Treasury Bill yield of 0.92 percent.

Risk Management

The City's insurance, self-insurance, and safety programs are funded and administered through the Risk
Management office. Funds for these programs are provided through allocations to all covered operations based
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upon their exposure and loss experience. The funds are maintained in a risk management reserve fund as
authorized in Kansas Statutes. In addition, the City, Airport Authority, Art Museum, and Wichita Public Building
Commission maintain insurance policies and bonds as detailed in the Additional Information Section of this report.

Pension Administration

The reporting entity contributes to two single-employer defined benefit pension plans and a single-employer
defined contribution plan, covering all full-time employees. The defined benefit plans include the Wichita
Employees' Retirement System (WER) with an asset-liability funding ratio of 115.4% and the Wichita Police and
Fire Retirement System (P&F) with an asset-liability funding ratio of 106.8% (both as of 12-31-03). A single-
employer defined contribution plan consists of the Wichita Employees' Retirement System Plan 3. In 2003, the
City contributed 4.7 percent of salaries for employees under the Wichita Employees' Retirement System and 10.9
percent of salaries for employees in the Police and Fire Retirement System. A separate comprehensive annual
financial report is issued for the City’s pension funds and systems.

CERTIFICATE OF ACHIEVEMENT FOR EXCELLENCE IN FINANCIAL REPORTING

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the City of Wichita, Kansas for its comprehensive annual
financial report for the fiscal year ended December 31, 2002. In order to be awarded a Certificate of Achievement,
a government must publish an easily readable and efficiently organized comprehensive annual financial report.
The report must satisfy both generally accepted accounting principles and applicable legal requirements. The
2002 award represents the 30th consecutive year that the City of Wichita’s comprehensive annual financial report
earned the recognition.

A Certificate of Achievement is valid for a period of one year only. We believe that our current comprehensive
annual financial report continues to meet the Certificate of Achievement Program’s requirements and we are
submitting it to the GFOA to determine its eligibility for another certificate.

The Comprehensive Annual Financial Report is presented in four sections: introductory, financial, statistical and
single audit. The 2003 report also includes a supplementary section for the benefit of Water and Sewer revenue
bondholders. The introductory section includes this transmittal letter, the City's organizational chart and a list of
principal officials. The financial section includes the report of the independent auditors, combined financial
statements and related footnote disclosures, combining statements by fund type and individual fund, and
additional information pertaining to the reporting entity. The statistical section includes financial and demographic
information, generally presented on a multi-year basis. The single audit section includes independent auditor
reports on internal control and compliance with requirements of major federal programs.

CERTIFICATE OF ACHIEVEMENT FOR EXCELLENCE IN FINANCIAL REPORTING FOR THE
PENSION TRUST FUNDS

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the City of Wichita, Kansas for its comprehensive annual
financial report for the fiscal year ended December 31, 2002 for the Pension Trust Funds of the City of Wichita.
As for the primary government's financial report, in order to be awarded the Certificate of Achievement, the
government must publish an easily readable and efficiently organized comprehensive annual financial report. The
report must satisfy both generally accepted accounting principles and applicable legal requirements. The 2002
award represents the 4th consecutive year that the City of Wichita’s comprehensive annual financial report for
pension funds earned the recognition.

viii



In order to receive the award, a government must publish a budget document that meets program criteria as a
policy document, as an operations guide, as a financial plan, and as a communications medium. The award is the
budgetary counterpart to the Certificate of Achievement and is valid for one year only.

CERTIFICATE OF EXCELLENCE FOR INVESTMENT POLICY

The Association of Public Treasurers, United States and Canada, awarded a Certificate of Excellence for the
City’s Investment Policy in 2002. In order to be awarded a Certificate of Excellence, a government must prepare
and publish an investment policy that meets the standards established by the Association.
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